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Global Revenues from Carbon Pricing
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Source: Adapted from Edenhofer et al. (2020), based on Data from World Bank Carbon
Pricing Dashboard, https://carbonpricingdashboard.worldbank.org
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Environmental Taxes as % of GDP - Total
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Carbon Pricing and the Fiscal System

Is carbon price acceptability low, due to
political distrust or fundamental
preferences over climate policies??

Yes No™,

Is efficiency a greater
concern than equity?°

Are there concentrated costs
and diffuse benefits?
(for example, a domestic fossil fuel industry)®

Yes NCN‘ Yes N(N

Does ignorance of Does ignorance of Is the initial Is the initial
Pigouvian taxation Pigouvian taxation tax system tax system
matter?® matter?? optimal? optimal?
Yes Nc;\,‘ Yes No\\ Yes Nc\A Yes Nc\A
Green spending plus Uniform transfers : : Corporate Uniform or Labour
compensation of plus compensation of Gree_n Uniform Unitom or other directed (or other)
spending transfers transfers
concentrated losses concentrated losses tax cut transfers tax cut
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Commitment and Credibility
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Carbon Pricing Works

8%
ga 7%— Revenues
20 o
25
&% 5% —
5 4% —
o
£ 3%
2%
11 -
o =
@Q(bé.\q;\\ 'z',i>\ ‘2’8a <& C’Q‘ é\
2 A "bﬂ\ N (3 I\
v@ NS SR ViR R
0% —
o
[40]
o
c N=10%—
o c
Se
==20%—
22
o~
0
S o-30%
T o
o =
O B-40%—
o
= CO, emissions
-50%

I <30 carbon tax R € 60 carbon tax

2 » & o &
5® . S i @ > &
& e,‘s‘ » Q""’Q & &P c?\’b RS {&-\ {_\(\Q c}'b‘_\\o'b @ S
& F G 3T S D ¢ S
MR PP O IR i 2 S8
@ 9 TR & o

Source: UNEP GAP Report, Parry et al. (2018)



How to spend the revenues?

Table 1| Recycling mechanisms ranked according to efficiency,
equity and acceptability

Recycling mechanism Efficiency Equity  Acceptability
Labour tax (initial system - + 0
non-optimal)

Labour tax (initial system 0 0 0
optimal)

Capital/corporate tax + - 0
(initial system non-optimal)

Capital/corporate tax 0 - 0
(initial system optimal)

Directed transfers 0 - +
Uniform transfers (initial 0 + +

system non-optimal)

Uniform transfers (initials + + 9
system optimal)

Equity and efficiency are determinants of acceptability, but the evaluation of acceptability focuses
on the other factors that determine it. We use the definition of optimal as given in the saction

on public economics. Plus (+) and minus (—) signs indicate positive and negative evaluations,
respactively, whereas 0 indicates a neutral evaluation.
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Different countries follow different revenue schemes

140
Recycling of revenues to:
* Firms
* Households
* Green spending /
Gov budget

Alberta (2017/8) Australia (2012) British Columbia  Norway (2013) Switzerland (2018)
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Revenue use in % of total carbon tax revenue
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(2014/5)
. [ Transfers to firms that are especially affected W Progressive tax cuts for households
Recyclingto |
firms | mTax cuts for firms Recycling to B Uniform lump-sum transfers to households
i households
Government B General funds M Directed transfers to especially affected households
budget 1
M Green spending (infrastructure, buildings, R&D, renewables) M Other tax cuts for households
O 0N N =% Based on Klenert et al. (2018), SVR (2019)
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Germany’s climate package: focus on green
spending measures

Germany's climate package (in Mio. Euro) # Tax relief (commuter allowance,
20.000 housing benefit, mO!JI|It\/ -
support, VAT reduction railway)
18.000 > Y, B Reduction of FIT-levy (financed
16.000 by carbon price)
14.000 Green spending (financed by
12.000 carbon price) Financed Py
carbon price
10.000 B Green spending (financed by and EU ETS
7 EKF/EU-ETS)
8.000 7 Financed by
6.000 Tax incentive measures / government
7 spending
4.000
2.000 Specific plans
|
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2020 2021 2022 2023
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Distributional effect of Germany’s carbon price

Burden in 2025 (carbon price of 55€)
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Effective Carbon Rates in EU-22
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Share of CO, emissions from energy use (in %)

Effective Carbon Rates refer to excise taxes, carbon taxes or allowance prices;
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Sequencing towards a European Carbon Pricing

Member Non-ETS Non-ETS
States sectors sectors

- coordination

TAX
joint TAX system
TAX (plus sep. EU ETS sectors)
linking
2020 > 2030
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